The Nationalization of Foreign Trade in El Salvador: The Myths and Realities of Coffee (Dialogue #16) by López, Roberto
Florida International University
FIU Digital Commons
LACC Occasional papers series. Dialogues (1980 -
1994) LACC Publications Network
3-1-1986
The Nationalization of Foreign Trade in El
Salvador: The Myths and Realities of Coffee
(Dialogue #16)
Roberto López
Facultad Latinoamericana de Cienceas Sociales, San José, Costa Rica
Follow this and additional works at: http://digitalcommons.fiu.edu/laccopsd
This work is brought to you for free and open access by the LACC Publications Network at FIU Digital Commons. It has been accepted for inclusion in
LACC Occasional papers series. Dialogues (1980 - 1994) by an authorized administrator of FIU Digital Commons. For more information, please
contact dcc@fiu.edu.
Recommended Citation
López, José Roberto, "The Nationalization of Foreign Trade in El Salvador: The Myths and Realities of Coffee (Dialogue #16)" (1986).
LACC Occasional papers series. Dialogues (1980 - 1994). Paper 37. http://digitalcommons.fiu.edu/laccopsd/37
TEE NATIONALIZATION OF FOREIGN TRADE I N  
EL SALVADOR: THE MYTHS AND REALITIES OF COFFEE 
Roberto L6pez 
Facultad Latinoamerioana de Cieneias Sooiales 
San Jose, Costa Rioa 
March 1986 
Translated from the  Spanish by 
P a t r i c i a  Jepsen 
Published by the  Lat in  American and Caribbean Center 
Flor ida  In te rna t iona l  University 
Editor:  A. Douglas Kincaid 
E d i t o r i a l  Assistant :  Sof ia  A. Lopez 
Tinker/FIU Central  Americu Research Program Advisorv C o w  
Irma Alonso, Economics W i l l i a m  Renforth, Business 
Manuel Carvajal,  Economics Mark Rosenberg, P o l i t i c a l  Science 
A. Douglas Kincaid, Sociology Jorge Salazar-Carri l lo,  Economics 
Raul Moncarz, Economics Carlos S e v i l l a ,  Economics 
Marta Ortiz-Buonafina, Marketing P h i l i p  Shepherd, Marketing 
FOR WORD 
The fol lowing work by Salvadoran economist Roberto Lbpez was prepared under 
t h e  sponsorship of t h e  Central American Research Program a t  t h e  Lat in  A m e r i -  
can  and Car ibbean Cen te r  o f  F l o r i d a  I n t e r n a t i o n a l  U n i v e r s i t y  (FIU). An 
i n i t i a l  Span i sh  v e r s i o n  of t h e  paper  was p r e s e n t e d  i n  a p u b l i c  l e c t u r e  on 
March 25, 1986, d u r i n g  t h e  a u t h o r ' s  v i s i t  a s  g u e s t  l e c t u r e r  a t  FIU. Both 
t h e  v i s i t  and t h i s  publ ica t ion  were made poss ib le  by a grant  from the  Tinker 
Foundation. 
Roberto Ldpez i s  a r e s e a r c h  economis t  p r e s e n t l y  a s s o c i a t e d  w i t h  t h e  
Central American Universi ty Confederation, b e t t e r  known a s  CSUCA. For t h e  
spr ing  semester  of 1987 he is Tinker Vis i t ing  Professor of Economics a t  FIU. 
He h a s  p r e v i o u s l y  worked w i t h  t h e  F a c u l t a d  La t inoamer icana  de  C i e n c i a s  
Socia les  (FLACSO) and t h e  I n s t  i t u t o  Centroamericano de Administracidn Pfib- 
lica (ICAP). During 1976-1982 he resided i n  Belgium, where he obtained h i s  
M.A. i n  economics a t  t h e  Catholic University of Louvaine. He is t h e  author 
of numerous a r t i c l e s  and severa l  books, including k economiq banana %n 
Cent roamer ica  (San Jose :  D E I ,  1986); ( w i t h  Eugenia G a l l a r d o )  b acb&i an 
c i f r a s  (San Josh: Ediciones FLACSO, 1986); and (wi th  Rafael Men j i v a r )  , eds., 
Trueaue Centroamerica: nuevas f o r m a  & comercio i n t e r n a c i o a  (San Jose: 
Ediciones FLACSO, 1986). He is cur ren t ly  preparing a monograph on the  o r i -  
g i n s  of t h e  economic c r i s i s  i n  Central America. 
I would l i k e  t o  thank  t h e  LACC s t a f f  f o r  t h e i r  work i n  t h i s  e s say ' s  
voyage from l e c t u r e  t o  f i n a l  copy, and P a t r i c i a  J e p s e n  f o r  h e r  work a s  
t r ans la to r .  Comments and suggest ions from readers  w i l l  be welcomed. 
A. Douglas Kincaid 
Editor  
Occasio& P a ~ e r s  Se r i e s  
NATIONALIZATION E FOREIGN TRADE I N  EL $ALVBDOR: 
ni?z lams m I~AL.IT= QE  COFFEE^ 
INTRODUCTION 
Near t h e  end o f  t h e  1970s i t  became c l e a r  t h a t  E l  Sa lvador ' s  economic, 
s o c i a l  and p o l i t i c a l  s t r u c t u r e s  needed s i g n i f i c a n t  changes i f  they were t o  
s a t i s f y  t h e  b a s i c  needs  of  t h e  c i t i z e n r y .  The f a l l  o f  Genera l  Romero i n  
1979 i n i t i a t e d  a reform process t h a t  culminated, a t  t h e  beginning of 1980, 
i n  t h e  d e c r e e s  o f  a g r a r i a n  re fo rm and t h e  n a t i o n a l i z a t i o n  of banking and 
fore ign trade. Thus one of t h e  most backward Lat in  American s t a t e s ,  a s  f a r  
as economic in te rven t ion  is concerned, began d i r e c t  p a r t i c i p a t i o n  i n  t h e  
most i m p o r t a n t  p r o d u c t i v e  a s p e c t s  o f  t h e  country's economy.z The "three 
reforms," a s  they were cal led ,  r a i sed  hopes of s u b s t a n t i a l l y  modifying the  
e x c e s s i v e  c o n c e n t r a t i o n  o f  p r o f i t  d e r i v e d  from land ownership, f i n a n c i a l  
i n t e r m e d i a r i e s  and bo th  d o m e s t i c  and f o r e i g n  m a r k e t i n g  o f  t h e  p r i n c i p a l  
e x p o r t  products. 
The n a t i o n a l i z a t i o n  of  f o r e i g n  t r a d e  was e n a c t e d  th rough  a  ser ies  o f  
d e c r e e s  i n  t h e  f irst  h a l f  o f  1980. Decree 75,  p u b l i s h e d  on J a n u a r y  2, 
na t ional ized  both t h e  fore ign and domestic co f fee  t rade ,  c rea ted  t h e  Nation- 
a l  Coffee I n s t i t u t e  (INCAFE) t o  cont ro l  these  operat ions,  and repealed the  
law empowering t h e  former Salvadoran Coffee Decree 68, published 
on January  8 ,  c r e a t e d  t h e  M i n i s t r y  o f  Fore ign  Trade w i t h  t h e  o b j e c t i v e  o f  
f o r m u l a t i n g  a  new t r a d e  po l i cy .  Decree 28, on February  22,  reformed t h e  
In te rna t iona l  Transfer Law t o  s top  c a p i t a l  f l i g h t .  F inal ly ,  on May 20, t h e  
N a t i o n a l  Sugar  I n s t i t u t e  ( I N A Z U C A R )  was c r e a t e d  t o  manage d o m e s t i c  and 
fore ign marketing of sugar. 
Since then t h e r e  has not y e t  been a complete and sys temat ic  study which 
evaluates  t h e  course of fore ign t r ade  na t iona l i za t ion  and its e f f e c t s  on t h e  
Salvadoran economy. One of t h e  few works which r e f e r  t o  t h e  subjec t  s t a t e s :  
O f  t he  t h r e e  reforms stemming from the  proclamation of October 15, 
t h e  n a t i o n a l i z a t i o n  o f  f o r e i g n  t r a d e  is...the most d i f f i c u l t  t o  
evaluate because of t h e  lack  of da ta  which would permit t h e  iden- 
t i f i c a t i o n  and measurement of t h e  gaps between t h e  s t a t e d  goals  
and r e a l i t y .  ( 4 )  
This is not t r u e  of t h e  agrar ian  reform program, which has been t h e  subjec t  
o f  numerous and e x h a u s t i v e  a n a l y s e s .  The n a t i o n a l i z a t i o n  of t h e  banking 
indust ry  has a l s o  received some a t tent ion .  
N e v e r t h e l e s s ,  based on p r e c a r i o u s  a n a l y s e s  and,  t o  a c e r t a i n  e x t e n t ,  
t h e  extension of conolusions concerning t h e  o ther  two reforms, authors of 
wide ly  d i v e r g e n t  i d e o l o g i e s  have l a b e l e d  t h e  n a t i o n a l i z a t i o n  o f  f o r e i g n  
t r a d e  a f a i l u r e .  The same a r t i c l e  c i t e d  above a s s e r t s  t h a t  " the  r e fo rm 
program of 1980 apparently suffered  its first f a i l u r e  a s  a r e s u l t  of a lack  
o f  scope  and d e p t h s n  b u t  does  n o t  back up t h i s  d i a g n o s i s  w i t h  any subs tan-  
t i a l  empir ica l  evidence (as t h e  a r t i c l e  i t s e l f  admits).* S imi la r ly ,  another 
a u t h o r  a r g u e s  t h a t  " t h e  p r e s e n t  government wanted t o  implement  changes,  
using t h e  t h r e e  laws Creforms--R.L.I mentioned. These changes s u f f e r  from a 
l ack  of  depth i n  r e l a t i o n  t o  t h e  problems they a r e  t r y i n g  t o  resolve...which 
o b l i g e s  u s  t o  conc lude  t h e r e  i s  l i t t l e  chance  of  s u c ~ e s s . ~  There i s  no 
e f f o r t  t o  d i s t ingu i sh  between t h e  th ree  reforms o r  t o  point  out  t h e  a r e a s  i n  
which depth is lacking. 6 
Based upon flawed analys is ,  some conclusions have f a l l e n  i n t o  contra- 
d ic t ions .  For example, i t  is hard t o  understand how "the old power s t ruc-  
tu re l l  h a s  n o t  on ly  managed t o  s u r v i v e ,  b u t  h a s  a l s o  b e n e f i t e d  from t h e  
fore ign t r a d e  reform,t17 i f  t h e  same group has been publicly demanding t h e  
d i s so lu t ion  of INCAFE s ince  December of 1984. There is a need, thus, f o r  an 
in-depth look a t  t h e  po in t s  of f r i c t i o n  and convergence between t h e  p r i v a t e  
s e c t o r  and the  government on such a measure. 
The main purpose of t h i s  study is t o  present  a prel iminary balance of 
t h e  evolut ion of t h e  na t iona l i za t ion  of fore ign t rade ,  focusing on its most 
important commodity--coffee. I at tempt t o  speci fy  t h e  causes t h a t  sparked 
t h e  reform, i t s  l o g i c  and i n s t i t u t i o n a l  s t ruc tu re ,  and t h e  c h a r a c t e r i s t i c s  
of its current  c r i s i s ,  I w i l l  avoid those extreme arguments t h a t  blame t h e  
worst economic recession i n  El Salvador i n  the  l a s t  50 years ,  on t h e  f a i l u r e  
o f  t h e  r e fo rm p r o c e s s ,  on t h e  one hand, making i t  t h e  scapegoa t  o f  t h e  
economic c r i s i s ;  o r ,  on t h e  o t h e r  hand, on t h e  u n j u s t  economic s t r u c t u r e s  
and t h e  war, a s  i f  these  were t h e  phenomena t h a t  necessar i ly  determined t h e  
most s p e c i f i c  aspects  of the  Salvadoran r e a l i t y ,  independent of t h e  mecha- 
nisms t h a t  shape it.8 I t r y  t o  a t t a c k  t h e  problem from t h e  opposi te  direc-  
t ion ,  from a fundamentally microeconomic analys is ,  seeking those explanatory 
e l e m e n t s  t h a t  d i r e c t l y  a f f e c t  t h e  c o f f e e  i n d u s t r y  r e fo rm,  hampering o r  
f a c i l i t a t i n g  i t s  o p e r a t i o n  and,  i n  t h i s  way, t a k e  a more o b j e c t i v e  and 
proper look at  its p a r t  i n  t h e  present  economic crisis. 
Using i n t e r v i e w s ,  unpub l i shed  r e p o r t s ,  p r e s s  c l i p p i n g s  and v a r i o u s  
secondhand s o u r c e s ,  i t  was p o s s i b l e  t o  o b t a i n  t h e  i n d i c e s  and,  above a l l ,  
der ive  t h e  arguments necessary f o r  examining t h e  d iverse  explanatory hypoth- 
e s e s  presented below. Given t h e  prel iminary charac ter  of some conclusions, 
due t o  t h e  unava i l ab i l i ty  of some da ta  o r  t o  cont radic t ions  i n  the  s t a t i s -  
t i c s  themse lves ,  i n  some c a s e s  I w i l l  s u g g e s t  a l t e r n a t i v e  hypo theses  f o r  
explaining the  described phenomena. 
THE CAUSES OF THE NATIONALIZATION 
S i n c e  1980 c o f f e e  h a s  p laced  first among Sa lvadoran  e x p o r t s  i n  terms of  
f o r e i g n  exchange g e n e r a t e d  f o r  t h e  country .  It i s  i m p o s s i b l e  t o  speak o f  
f o r e i g n  t r a d e  r e f o r m ,  t h e r e f o r e ,  w i t h o u t  it a f f e c t i n g ,  i n  some way, t h e  
p r i n c i p a l  product .  The c o n t r o v e r s y  s u r r o u n d i n g  c o f f e e  o r i g i n a t e s  i n  t h e  
discussion of t h e  reasons behind its nat ional iza t ion .  Among the  most promi- 
nent j u s t i f i c a t i o n s  presented by t h e  government were: 
(a) voluminous fore ign exchange losses ,  p r inc ipa l ly  from the  underbi l l ing  
exports;  
( b )  inconsis tent  inflow of fore ign exchange, as it was re ta ined abroad t o  
pay f o r  var ious  se rv ices  (insurance, s torage,  etc.), known a s  "consign- 
ment policyv; 
c  unfavorable p r i c e s  paid t o  producers, e spec ia l ly  f o r  small producers; 
( d l  low wages paid t o  the  coffee  workers; and 
(el p a r t i a l  non-payment of t axes  by some exporters.  9  
These arguments w i l l  be  discussed and evaluated i n  d e t a i l  l a t e r ,  i n  the  
l i g h t  of the  r e s u l t s  of  t h e  l a s t  f i v e  years. By themselves they would not 
seem t o  j u s t i f y  as r a d i c a l  a  measure a s  na t ional iza t ion ,  e spec ia l ly  because 
t h e r e  were o ther  poss ib le  al ternat ives.1° It is thus  necessary t o  point  out  
t h r e e  important condit ions i n  e a r l y  1980 t h a t  may help  us  t o  understand the  
thinking behind such a s t e p .  
F i r s t  of  a l l ,  i n  l a t e  1979 the  assumption of  power by the  Revolutionary 
Junta (Junta  Revolucionaria de Gobierno) amidst the  ongoing s o c i o p o l i t i c a l  
c o n f l i c t  e x a c e r b a t e d  t h e  p r i v a t e  s e c t o r ' s  m i s t r u s t  o f  t h e  f u t u r e  o f  t h e i r  
i n v e s t m e n t s  i n  t h e  country .  Consequently,  c a p i t a l  f l i g h t  s o  i n t e n s i f i e d  
t h a t  t h e  v a r i a t i o n  o f  t h e  n e t  i n t e r n a t i o n a l  r e s e r v e s  i n  t h e  b a l a n c e  of  
payments f o r  t h a t  year  was negative f o r  t h e  first t ime,  deple t ing  t h e  abso- 
l u t e  l e v e l  of reserves  t o  zero.'' From t h a t  point  the  country was decapi- 
t a l i z e d  and t h e  government a s  ye t  had no assurance t h a t  i t  would be receiv- 
i n g  t h e  mass ive  U.S. economic a i d  which h a s  k e p t  i t  a f l o a t  d u r i n g  t h e  l a s t  
f i v e  years. The preservat ion of t h e  minimal ava i l ab le  fore ign exchange was 
indispensable f o r  the  short- and medium-term economic survival  of the  gov- 
ernment. 
Secondly, the  i n i t i a l  s p i r i t  of t h e  na t iona l i za t ion  corresponded t o  t h e  
expectat ions it  generated. Even i n  1985 INCAFE reca l l ed  t h a t  
u n t i l  1979 t h e  coffee  sec to r  was developing wi th in  an i n s t i t u t i o n -  
a l  framework t h a t  d id  not  meet t h e  needs and demands of t h e  moment 
a t  which the  s t r u c t u r a l  reforms took effect....[Tlhe f r u i t s  of t h e  
long period of [previous] economic expansion were d i s t r i b u t e d  i n  a  
notoriously unequal manner. ( 12) 
This r a i sed  another point  of discussion: Was t h e  na t iona l i za t ion  of fore ign 
t r a d e  more a  p o l i t i c a l  than economic n e c e s s i t y ?  The e x p l i c i t  f a v o r i t i s m  
toward small- and medium-sized producers, a g r i c u l t u r a l  and i n d u s t r i a l  coffee  
workers ,  and t h e  peop le  i n  g e n e r a l  r e f l e c t e d  t h e  i n t e r e s t  o f  s u c c e s s i v e  
governments  i n  p r e s e r v i n g  a  p o l i t i c a l  a l l i a n c e  t h a t  would a l l o w  them t o  
confront the  dominant t r a d i t i o n a l  coffee  i n t e r e s t s  wi th  an e f f e c t i v e  redis -  
t r i b u t i o n  o f  b e n e f i t s  i n  t h a t  economy. nThe n a t i o n a l i z a t i o n  o f  t r a d e  i n  
c o f f e e  seems t o  s e r v e  a p o l i t i c a l  end more t h a n  one of  i t s  c o n t r o l , "  con- 
cluded one p r iva te  sec to r  organization. 13 
Final ly ,  a s  one high Salvadoran o f f i c i a l  put it: 
t h e r e  was t h e  U.S. c o u n t e r i n s u r g e n c y  p r o j e c t  w i t h i n  which t h e  
t h r e e  reforms were effected.  The copious f u t u r e  U.S. a i d  required 
t h e  formal presenta t ion  of a government concerned wi th  reforming 
t h e  extremely unequal d i s t r i b u t i o n  of wealth t h a t  was a t  t h e  hea r t  
o f  t h e  c o n f l i c t .  (14)  
Without ex te rna l  support,  however modest t h i s  might have been a t  t h e  s t a r t  
of 1980, the  process of na t ional iz ing  fore ign t r ade  ( l i k e  t h e  o the r  reforms) 
could hardly have been i n i t i a t e d  and developed. 
LOGIC AND STRUCTURE OF TEE NATIONALIZATION 
Before t h e  na t iona l i za t ion  of fore ign t rade ,  government in te rven t ion  i n  t h e  
p r inc ipa l  export products--coffee, sugar and cotton--was minimal. O f  t hese  
t h r e e  products, only t h e  ooffee indust ry  had a s t a t e  i n s t i t u t i o n  o f f i c i a l l y  
charged wi th  formulat ing a marketing policy. The Salvadoran Coffee Company 
received and processed 15020% of t h e  t o t a l  co f fee  crop. This smal l  percen- 
tage  l i m i t e d  its bargaining power r e l a t i v e  t o  the  l a r g e  p r iva te  benef i c l a  . . - 
dares (processors) ,  both i n  t h e  s e t t i n g  of domestic p r i c e s  f o r  t h e  producers 
as w e l l  a s  t h e  r e g u l a t i o n  of  f o r e i g n  s a l e s .  "In rea l i ty . . .both  t h e  Coffee  
Company and p r i v a t e  e x p o r t e r s  [ s o l d l  a s  t h e y  p l e a s e d  o r  under  a r b i t r a r y  
p r e s s u r e s ,  d o m e s t i c  prices...are f i x e d  by t h e  processor.v1 I n  t h e  s u g a r  
and cot ton  i n d u s t r i e s  fore ign marketing was completely i n  t h e  hands of t h e  
p r iva te  sector.I6 Moreover, s t a t e  policy i n  ooffee was l i m i t e d  t o  export  
t a r i f f s ;  while the re  were none f o r  cot ton,  nor f o r  sugar u n t i l  1980. 
It i s  i n t e r e s t i n g  t o  note t h a t  the  na t iona l i za t ions  of the  coffee  and 
sugar i n d u s t r i e s  share  s i m i l a r  f e a t u r e s  a s  f a r  as t h e i r  formal s t r u c t u r e  and 
l o g i c  a r e  concerned. The new domestic marketing system guarantees produc- 
ers--private o r  cooperative--one s e l l i n g  pr ice ,  set beforehand by INCAFE o r  
INAZUCAR, t h e o r e t i c a l l y  e l iminat ing  t h e  p r o f i t s  previously obtained by the  
benef  l c l o s  . . ( p r o c e s s i n g  p l a n t s )  o r  m e n i o s  ( s u g a r  m i l l s )  t h rough  t h e  
a r b i t r a r y  f i x i n g  of purchase prices.  Next, a s  a consequence of t h e  expro- 
p r i a t i o n  of beneflolos . . and a e n i o g  located  on lands  a f fec ted  by the  first 
phase of t h e  agrar ian  reform, INCAFE and INAZUCAR increased t h e i r  p a r t i c i -  
p a t i o n  i n  t h e  first i n d u s t r i a l  phase  o f  t h e i r  r e s p e c t i v e  p roduc t s :  t h e  
p r o c e s s i n g  o r  mi l l ing . '  For example,  s e v e n t e e n  expropriated b e n e f i c i a  
passed o v e r  t o  INCAFEts a d m i n i s t r a t i o n .  The n a t i o n a l i z a t i o n  o f  f o r e i g n  
t r a d e  complemented such a  s t e p  as t h e  s t a t e  s u b s e q u e n t l y  f i x e d  a  h i g h e r  
wtransformationw r a t e  (canon transformaci6n) f o r  wet and dry processing. 
Under t h e  o l d  r eg ime  ( l a t e  1979) p roducers  p a i d  t h e  p r o c e s s o r s  
16.96 [ c o l o n ~ l  f o r  t h e  t r a n s f o r m a t i o n  o f  500 pounds of  c o f f e e  
from t h e  c h e r r y  t o  t h e  parchment s t a g e ,  and an  a d d i t i o n a l  11.33 
f o r  peel ing and polishing t o  t h e  "green beanw stage. With t h e  new 
system, the  producers' c o s t s  f o r  t h e  same se rv ices  have r i s e n  t o  
23 and 27 [colones1 respectively.  (18) 
Thus t h e  canon r o s e  from 28.29 t o  50.00 colones .  T h i s  g u a r a n t e e d  p r o f i t s  
f o r  t h e  b e n e f i c i o q  independent  o f  t h e  i n t e r n a t i o n a l  p r i c e ,  w i t h  p r o f i t s  
depending on t h e  volume they processed and t h e i r  i n t e r n a l  costs .  
On t h e  o the r  hand, INCAFE and INAZUCAR t h e o r e t i c a l l y  assumed contro l  
over domestic marketing by funneling non-exported production i n t o  domestic 
industry (p r inc ipa l ly  i n s t a n t  coffee  o r  ref ined sugar) and t h e  l o c a l  mar- 
ke t .  I n  r e a l i t y ,  e s p e c i a l l y  i n  t h e  c a s e  of  s u g a r ,  t h e  p r i v a t e  U e n i o g  
fought long and hard t o  achieve d i r e c t  access t o  domestic d i s t r ibu t ion .  I n  
1984 they achieved t h i s  goal  fol lowing a negotiated payment t o  INAZUCAR.'~ 
F ina l ly ,  t h e  most important change t h a t  took place wi th  t h e  na t ional i -  
za t ion  was t h a t  t h e  government became the  only e n t i t y  responsible f o r  t h e  
s a l e  o f  bo th  commodi t i e s  o u t s i d e  t h e  country .  I n  t h i s  way INCAFE and 
I N A Z U C A R  n...control more t h a n  55 p e r c e n t  o f  f o r e i g n  t r a d e ,  a n  ave rage  
which t h e y  have m a i n t a i n e d  f o r  f o u r  y e a r s  ( 1980-83) .w20 I n  1985 t h e  two 
products represented 63 percent of the  t o t a l  export value?' Through t h i s  
measure t h e  government appropriated t h e  earnings from both t h e  exchange r a t e  
d i f f e r e n t i a l  (extremely important s ince  t h e  decree of t h e  p a r a l l e l  market i n  
1982) and from t h e  a c t i v i t i e s  of  f o r e i g n  m a r k e t i n g  ( i n  t h e  more s t r i c t  
sense of t h e  term)?2 I n  addit ion,  t h e  export t a r i f f s  on cof fee  were main- 
ta ined while new ones were decreed f o r  sugar i n  1980. Figure 1 summarizes 
t h e  transformations described above. 
A s  f a r  a s  a g r i c u l t u r a l  production is concerned, t h e  ooffee s e c t o r  was 
hardly a f fec ted  by t h e  agrar ian  reform. There were very few ooffee planta- 
t i o n s  t h a t  f e l l  i n  t h e  r ange  ( o v e r  500 h e c t a r e s )  a f f e c t e d  by t h e  f irst  
phase of expropriation?3 This was not t rue ,  however, of t h e  domestic and 
fore ign marketing f o r  coffee  and sugar. The accusat ions of s u p e r f i c i a l i t y  
concerning t h e  na t iona l i za t ion  of fore ign t r ade  (espec ia l ly  i n  reference  t o  
c o f f e e  and s u g a r )  must be q u e s t i o n e d ,  g i v e n  t h e  o r i g i n a l  o b j e c t i v e s  and 
mechanisms we have described. 24 
For a more de ta i l ed  p o r t r a i t  of t h e  post-1980 production and marketing 
system i n  t h e  coffee  industry,  Figure 2 represents  t h e  i n s t i t u t i o n a l  diagram 
of  t h e  n a t i o n a l i z a t i o n ,  Decree No. 75. It l o c a t e s  c e r t a i n  a c t o r s  n o t  ap- 
pearing i n  Figure 1, such a s  t h e  processing cooperat ives and the  intermedi- 
a r i e s  who buy from t h e  producers.25 It a l s o  d i f f e r e n t i a t e s  t h e  l o c a l  market 
and t h e  i n s t a n t  coffee  industry,  which has d i r e c t  access t o  fore ign markets. 
FIVE YEARS LATER: THE CRISIS 
An in-depth inves t iga t ion  is not  needed t o  corroborate t h e  af i rmat ion  t h a t  
"eve ry th ing  i s  go ing  wrong w i t h  t h e  c o f f e e  industry.It  The most z e a l o u s  
c r i t i c s  of  t h e  n a t i o n a l i z a t i o n  emphasize  t h e  q u a n t i t a t i v e  i n d i c e s  t h a t  
e f f e c t i v e l y  show a s e c t o r a l  d e c l i n e :  p r o d u c t i o n  volume, e x p o r t  income, 
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a reas  planted, y ie ld ,  t a x  rece ip t s ,  etc.  These elements a r e  not enough, i n  
general ,  f o r  deducing a c r i s i s  of t h e  reform. They a r e  s u p e r f i c i a l  symptoms 
which must be s tudied  wi th in  t h e  context of t h e  decree's i n i t i a l  object ives.  
An examination of t h e  va r i ab les  mentioned above (see  Table 1) shows t h e  
s e v e r e  d e c l i n e  o f  t h e  c o f f e e  s e c t o r  i n  t h e  n a t i o n ' s  economy. P roduc t ion  
p e r s i s t e n t l y  declined each year  from 1979-84. The s t rong decrease i n  a rea  
p l a n t e d  ( e s p e c i a l l y  i n  1983) and y i e l d  ( f rom 1980 t o  1984) a r e  t e n d e n c i e s  
t h a t  accompanied (and t o  a g r e a t  measure,  e x p l a i n )  t h e  p r e v i o u s  phenome- 
non.26 It should be remembered t h a t  i n  1980, except f o r  Spain, El Salvador 
had t h e  highest  y i e l d s  i n  the  world. 
Logically, lower production had d i r e c t  repercussions on expor ts  and t h e  
e x p o r t  t a r i f f s  c o l l e c t e d  by t h e  government. From 1979 t o  1983 c o f f e e  ex- 
p o r t s  decreased from 1.712 t o  1.006 b i l l i o n  colon- and t axes  decreased t o  
l e s s  t h a n  h a l f  t h e i r  1979 nominal  v a l u e ,  go ing  f rom 392 t o  181 m i l l i o n  
m. I n  1984 t h e r e  was a s l i g h t  improvement i n  both indices ,  followed 
by a new f a l l  i n  1985. F i g u r e  3 i l l u s t r a t e s  t h e s e  t e n d e n c i e s .  Thus i t  is  
no s u r p r i s e  t h a t  although E l  Salvador was t h e  f i f t h  l a r g e s t  ooffee expor ter  
i n  t h e  world i n  1 9 7 8 / 7 9 , ~ ~  and the  l a r g e s t  i n  Central America, i t  had sunk 
t o  t e n t h  place by 1 9 8 4 / 8 5 . ~ ~  
The c o n s i s t e n t l y  s e v e r e  d e g r e e  of  d e c l i n e  i n  each o f  t h e s e  v a r i a b l e s  
shows t h a t  t h e r e  was indeed a grave c r i s i s  i n  t h e  ooffee sector .  However, 
it w i l l  be b e t t e r  understood a f t e r  evaluat ing t h e  degree of f u l f i l l m e n t  of 
t h e  o r i g i n a l  object ives.  
On August 13, 1985, INCAFE presented before t h e  Leg i s l a t ive  Assembly a 
repor t  on its pr inc ipa l  achievements, which included t h e  following: 
1. The r e a l  income from t h e  s e l l i n g  p r i c e  exact ly  corresponds t o  
negotiated pr ices ,  thus  guaranteeing t h e  f u l l  en t ry  of fore ign 
exchange i n t o  t h e  country ... [ t o ]  f u l f i l l  t h e  goal  of assur ing  
t h a t  export-generated exchange duly e n t e r s  t h e  country. 
TABLE NO. 1. COFFEE INDICATORS, 1979-1985 
Production 4125 4094 3825 3796 3446 3250 3250 
( '000 guintales)  
Area planted 296 296 297 296 26 5 266 n.a.  
( '000 manzanas) 
Yield 13.9 15.4 14.4 14.3 12.9 12.5 13.2 
(gJbigtaleg/manzana) 
Exports 1712 1280 1132 1007 1006 1182 1086 
( '000 .ooo -1 
Taxes*# 3 92 27 4 232 196 181 223 220 
( tOOO.OOO colones)  
* Preliminary f igures 
+" On exports 
Note: 1 manzana = 0.699 hectares 
1 = 46 kilograms 
SOURCE: Off ic ia l  f igures  o f  the Central Reserve Bank; f igures on taxes from 
the Ministry of the Treasury. 
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2,  I n  s p i t e  o f  t h e  p r i c e  d e c l i n e  i n  t h e  i n t e r n a t i o n a l  marke t ,  
t h i s  tendency h a s  n o t  been passed on t o  t h e  p roducer ,  b u t  
r a t h e r  has been absorbed by INCAFE, thus  maintaining a  more o r  
l e s s  constant  price. 
3. INCAFE, th rough  n e g o t i a t i o n s  i n  c o l l e c t i v e  work c o n t r a c t s ,  
maintains wages i n  accordance wi th  t h e  coffee  worker's econo- 
mic needs. (29)  
The repor t  sub t ly  avoided mentioning t h e  problem of t a x  co l l ec t ion ,  another 
o r i g i n a l  goal, Each of these  four  po in t s  i s  reviewed below. 
B e c r e w  in C a ~ i t a l  
The withholding of exchange i n  fore ign countr ies  was a se r ious  problem 
when n a t i o n a l i z a t i o n  began and,  i n  great measure,  st i l l  was i n  t h e  p e r i o d  
s t u d i e d  here .  I n  1979 Sa lvadoran  a u t h o r i t i e s  e s t i m a t e d  t h a t  of  t h e  t o t a l  
e x p o r t  v a l u e ,  16.7 p e r c e n t  of  t h e  exchange was be ing  w i t h h e l d  i n  f o r e i g n  
c o u n t r i e s .  I n  1980, i n  s p i t e  o f  t h e  n a t i o n a l i z a t i o n ,  t h e  p e r c e n t a g e  i n -  
c r e a s e d  t o  36.6.30 I n  t h a t  y e a r  189 m i l l i o n  c o l o n e s  were w i t h h e l d  f o r  
manufactured products exported t o  Central  America, while 323 mi l l ion  were 
f o r  p r o d u c t s  o t h e r  t h a n  c o f f e e  and s u g a r  expor ted  t o  o t h e r  p a r t s  o f  t h e  
world.  Thus we s e e  t h a t  t h e  t r a d i t i o n a l  c a p i t a l  f l i g h t  mechanism--the 
u n d e r b i l l i n g  of  expor ts - -used i n  t h e  c o f f e e  and s u g a r  i n d u s t r i e s  had 
ended,ll but t h e  na t iona l i za t ion  of fore ign t r a d e  has had l i t t l e  impact on 
o the r  forms of c a p i t a l  f l i g h t ,  such a s  t h e  underbi l l ing  of o the r  expor ts  o r  
overb i l l ing  imports.32 
It has a l s o  been pointed out  t h a t  c a p i t a l  f l i g h t  through t h e  policy of 
e x p o r t i n g  by consignment ( t h a t  is, cos t s - - insurance ,  i n t e r e s t ,  s t o r a g e ,  
etc.--which r e t a i n  i n  o t h e r  c o u n t r i e s  a  p r o p o r t i o n  o f  t h e  f o r e i g n  c o f f e e  
income) has not  been solved and t h a t  INCAFE has thus  inher i t ed  t h e  same "bad 
h a b i t s "  from t h e  p a s t .  T h i s  argument may be judged a g a i n s t  t h e  e m p i r i c a l  
ev idence  of  d a t a  provided by INCAFE. During t h e  p e r i o d  March-September, 
1980, monthly expor ts  on consignment averaged 261,479 auintales (1 QQJJ&& = 
46 kilograms o r  100 pounds) while average monthly s a l e s  on consignment from 
October 1981 t o  March 1982 were 173,497 m a .  This suggests  an average 
monthly accumulation of 87,982 auintales being held on consignment i n  o the r  
countries. However, from June 1984 t o  May 1985, while INCAFE reg i s t e red  an 
ave rage  monthly e x p o r t  o f  185,100 g u i n t a l e s  on consignment ,  i t s  a v e r a g e  
monthly consignment s a l e s  were 167,750 -tale&, leaving an average monthly 
d i f ference  of 17,350 -tales. Therefore, between 1980/81 and 1984/85, t h e  
volume o f  c o f f e e  cons igned t o  f o r e i g n  c o u n t r i e s  h a s  been reduced by an  
ave rage  of  abou t  70,000 g u i n t a l e g  a month, t h e r e i n  r e d u c i n g  t h e  f o r e i g n  
exchange re ta ined ou t s ide  E l  Salvador t o  pay f o r  t h i s  marketing policy. An 
o f f i c i a l  d ra in  of fore ign exchange has been subs t i tu ted  f o r  the  p r iva te  one, 
but t o  a l e s s e r  degree. 
Prices far Producers 
The d i s c u s s i o n  on producer  p r i c e s  h a s  p robab ly  g e n e r a t e d  t h e  most 
s tudy.  The p o l i t i c a l  background o f  t h i s  measure i s  e x t r e m e l y  i m p o r t a n t  
s ince  t h e  s t a t e  was e x p l i c i t l y  assuming t h e  r e spons ib i l i ty  of defending t h e  
small- and medium-sized producers1 i n t e r e s t s .  U n f o r t u n a t e l y ,  r e a l i t y  h a s  
not l i v e d  up t o  these  resolut ions.  
Around 1979 (before  the  na t iona l i za t ion)  a auintal of co f fee  brought an 
ave rage  p r i c e  o f  350 c o l o n e s  FOB (abou t  US$l4O), o f  which 186.9 c o l m  
r e p r e s e n t e d  t h e  ave rage  p r i c e  p a i d  t o  t h e  producer.33 Immedia te ly  a f t e r  
n a t i o n a l i z a t i o n  t h e  producer  p r i c e  f i x e d  by INCAFE decreased  t o  157.9 ao- 
~ o n e a , ~ ~  although t h e  export  p r i c e  was t h e  same a s  mentioned above. Toward 
1984 t h e  producer p r i c e  had increased t o  179 mhng,& still not reaching the  
p re -na t iona l i za t ion  levels .  
I n  r e l a t i v e  t e r m s ,  t h e  d e t e r i o r a t i o n  o f  t h e  p roducer  p r i c e  h a s  been 
even grea ter .  There a r e  two ways t o  show th i s :  t h e  r e l a t ionsh ip  of produc- 
e r  prices w i t h  t h e  p r i c e  index ,  which would g i v e  t h e  e v o l u t i o n  o f  a  r e a l  
pr ice ,  and t h e  r e l a t ionsh ip  of producer p r i ces  with production c o s t s  accord- 
i n g  t o  d i f f e r e n t  c a t e g o r i e s  o f  producers .  I n  t h i s  s t u d y  t h e  l a t t e r  c a s e  
w i l l  be analyzed. 
An excel lent  r epor t  by t h e  Agency f o r  In te rna t iona l  Development ( A I D )  
on t h e  l o s s e s  o r  p r o f i t s  of  d i f f e r e n t  t y p e s  o f  p roducers  ( low,  medium, 
medium-high o r  h i g h  e f f i c i e n c y )  shows t h a t  t h e  p r e v a i l i n g  p roducer  p r i c e  
c l e a r l y  harmed t h e  low and medium e f f i c i ency  producers. They l o s t  an aver- 
age of 500 and 220 cola= per -, respect ive ly ,  while t h e  medium-high 
and h i g h  e f  f  i c i e n o y  p r o d u c e r s  r e a l i z e d  80 and 570 c o l o n e s  p e r  ganz- n e t  
p ro f i t .  The l a t t e r  were lower than pre-nat ionalizat ion l e v e l s ,  but p r o f i t s  
nonetheless (see  Table 2). 
There a r e  no da ta  f o r  coffee  p lan ta t ions  t h a t  c o r r e l a t e  property s i z e  
and c o s t  e f f i c i ency  levels .  However, t h e  same A I D  repor t ,  based on s t u d i e s  
by t h e  Salvadoran Ministry of Agriculture, argues t h a t  
coffee  farms i n  excess of 20 manzanas produce about 81 percent of 
t h e  t o t a l  coffee  output. These occupy 67% of t h e  land a r e a  c u l t i -  
vated t o  coffee  and a r e  cont ro l led  by only 5 percent of t h e  t o t a l  
number o f  c o f f e e  producers..  ..lTlhey do s u g g e s t  t h a t  t h e  more 
e f f i c i e n t  and productive farm owners a r e  concentrated among t h e  5 
percent t h a t  own i n  excess of 20 -..The conclusion 
t h a t  emerges is t h a t  the  present  l o s s  s i t u a t i o n  a f f e c t s  t h e  g r e a t  
majori ty of coffee  farmers i n  t h e  country. Certainly,  l o s s e s  are 
exper ienced  by a l m o s t  a l l  t h e  95 p e r c e n t  o f  f a r m e r s  owning l e s s  
than 20 manzanas. (35) 
Thus t h e  domestic coffee  marketing p o l i c i e s  under t h e  na t iona l i za t ion  
of fore ign t r a d e  have c e r t a i n l y  reduced t h e  large producerst p r o f i t s ,  but  a t  
t h e  same t ime they have caused acute  l o s s e s  f o r  t h e  small- and medium-sized 
p roducers ,  i n  many cases l e a d i n g  t o  bankruptcy  o r  t h e  abandonment o f  t h e  
crops. Spec i f i ca l ly ,  a s  f a r  as t h e  policy of producer p r i c e s  is concerned, 
TABLE NO. 2. COFFEE INDICATORS BY EFFICIENCY OF PRODUCERS, 1983-1984 
Yield Cost of Cost Income Earnings 
(auintal.es/ production ( c o l o n e d  ( ~ o l o n e s /  (w 
manzana) (colones/ manz-1 manzani~) 
Low e f f i c i e n t  
growers 
Medium e f f i c i e n t  
growers 2 0 190 3800 3580 -220 
Medium-high 
e f f i c i e n t  growers 20 175 3500 3580 80 
High e f f i c i e n t  
growers 30 160 4800 5370 5 90 
Note: Calculat ions based on t h e  average p r i ce  FOB of 139.4 d o l l a r s  (179 
colones) ,  projected by INCAFE f o r  1983-84. 
SOURCE: U.S. Agency f o r  In te rna t iona l  Development, "The Coffee Situat ion,"  
San Salvador, March 8, 1984, p. 10. 
u n t i l  1984 and p a r t  o f  1985 i t  d i d  n o t  b e n e f i t  small- and medium-sized 
producers; on t h e  contrary,  i t  may w e l l  have caused t h e i r  decreased economic 
and p o l i t i c a l  impor tance  i n  t h e  coun t ry ' s  t o t a l  c o f f e e  product ion .  Very 
p robab ly  a s  a r e s u l t ,  t h e  government f e l t  o b l i g a t e d  t o  r a i s e  t h e  p roducer  
p r i c e  f o r  p a r t  of t h e i r  exported production i n  August 1985 and January 1986. 
These changes w i l l  be f u r t h e r  analyzed l a t e r .  
&aL Waaes fer Coffee Workera 
With regard t o  t h e  wages t h a t  INCAFE cla ims t o  have made correspond t o  
t h e  workers' needs, once again t h e  empir ica l  r e s u l t s  are not s o  opt imis t ic .  
Tab le  3 ,  which p r e s e n t s  t h e  p a r a l l e l  e v o l u t i o n  o f  nominal  and r e a l  wages, 
shows t h e  following: 
( 1 )  Due t o  t h e  famous Decree 544 t h a t  f roze  wages from 1981 t o  1984, agr i -  
c u l t u r a l  wages i n  nominal  terms remained u n a l t e r e d  f o r  t h a t  pe r iod .  
Even t h e  urban wage readjustments of 1984--effected f o r  t h e  i n d u s t r i a l ,  
commercial and se rv ice  sectors--did not lead  t o  a modificat ion of agri-  
c u l t u r a l  and a g r o i n d u s t r i a l  wages, which i n e v i t a b l y  had t o  b e a r  t h e  
weight of inf la t ion?6 
( 2 )  I n  r e a l  terms, because of t h e  f a i l u r e  t o  con t ro l  i n f l a t i o n  through t h e  
p r i c e  f r eeze  decreed on c e r t a i n  bas ic  goods i n  t h e  same economic s t ab i -  
l i z a t i o n  l a w  c o n t a i n i n g  Decree 544, t h e  a g r i c u l t u r a l  s e c t o r ' s  wages 
inev i t ab ly  l o s t  buying power. A s  of l a t e  1984 t h i s  tendency remained 
constant.  
( 3 )  F i n a l l y ,  t h e  r a t e  o f  d e c r e a s e  i n  r e a l  wages was l e s s  f o r  t h e  two 
p r inc ipa l  coffee  ac t iv i t ies- -harves t ing  and processing--than f o r  agr i -  
c u l t u r a l  a c t i v i t i e s  i n  general.  Real wages f o r  t h e  s e c t o r  as a whole 
decreased 43.3 percent from 1979 t o  1984, while f o r  coffee  harvest ing 
TABLE NO. 3. OFFICIAL NOMINAL AND REAL COFFEE WAGES, 1979-1984 
( i n  colones) Change 
( $ 1  
1979 1980* 1981 1982 1983 1984 1979-84 
Nominal 14.25 14.25 14.25 14.25 14.25 14.25 0 .O 
Real (14.25) (16.54) (14.42) (12.90) (11 -39) (10.20) (-28.5) 
Nominal 14.00 14.00 14.00 14.00 14.00 14.00 0 .O 
Real (14.25) (21.77) (18.98) (16.99) (15.00) (13.44) (-5 .7) 
General- 
c u l t u r a l  - 
Nominal 5.20 5.20 5.20 5.20 5.20 5.20 0 .O 
Real (5.20) (4.88) (4.25) (3.801 (3.35) (3.00) (-43.3) 
* The author has reservat ions  about t h e  increase  i n  r e a l  wages indica ted  f o r  
1980. Nevertheless, t h e  f i g u r e s  a r e  a s  given. 
Note: The r e a l  wages, indica ted  wi th in  parenthesis ,  have been est imated 
using 1979 as t h e  base year  and t h e  p r i ce  ind ices  ca lcula ted  by 
CEPAL. The evolut ion d i f f e r s  by category because of t h e  d i f f e r e n t  
"basketw of bas ic  goods used i n  the  respect ive  ca lcula t ions .  
SOURCE: Minis ter io  de Trabajo; and CEPAL, "Notas sobre l a  economia de 
America Latina y Caribe: El Salvador 1984," Doc. LC/Mex/L.3, 
Mexico, A p r i l  8, 1985, p. 53. 
and p r o c e s s i n g  t h e y  d e c r e a s e d  28.5 and 5.7 p e r c e n t ,  r e s p e c t i v e l y ,  
during the  same period, 
I n  c o n c l u s i o n ,  real wages f o r  c o f f e e  workers ,  a l t h o u g h  s l i g h t l y  i n -  
creased i n  1980, have p e r s i s t e n t l y  declined s ince  1981, a l b e i t  t o  a l e s s e r  
degree  t h a n  i n  t h e  a g r i c u l t u r a l  s e c t o r  i n  g e n e r a l .  I n  January  o f  1986, as 
p a r t  o f  t h e  new economic package,  minimum wages f o r  f i e l d  workers  were 
increased, an i m p l i c i t  acknowledgement of t h i s  r e a l i t y  by t h e  government. 
Tariffs 
The l a s t  ob j e c t i v e ,  n o t  mentioned by INCAFE among i t s  ach ievements ,  
concerned t h e  government ts  p r o p o s a l  t o  improve t h e  c o l l e c t i o n  o f  c o f f e e  
e x p o r t  t a r i f f s .  A s  no ted  above, t h e  t o t a l  v a l u e  o f  t h e  t a x  c o l l e c t e d  de- 
c l ined  pr imar i ly  a s  a  r e s u l t  of decreasing export values. Nevertheless, as 
of September 30, 1984, the  export t a r i f f  s i t u a t i o n  showed outstanding pay- 
men t s  of  abou t  167.6 b i l l i o n  c o l o n e s ,  o f  which 69 b i l l i o n  corresponded t o  
t h e  f i s c a l  year  1981/82 and 98.6 b i l l i o n  t o  1983/84. Given t h a t ,  according 
t o  INCAFE d a t a ,  t a x e s  c o l l e c t e d  d u r i n g  t h e  p e r i o d  1979/80-1983/84 were  
approximately 453 b i l l i o n  colones,37 t h e  unpaid t axes  as of t h e  l a t t e r  year  
amounted t o  no less than 37 percent of t h a t  to ta l .  The Salvadoran Founda- 
t i o n  f o r  Economic and Socia l  Development (FUSADES) argues t h a t  before na- 
t i o n a l i z a t i o n ,  p r o d u c e r s  r a r e l y  complained abou t  e x p o r t  t a r i f f s ,  Irestab- 
l i shed  a t  a  t ime when coffee  growers made good profits....[Gliven t h e  pre- 
s e n t  l e v e l s  o f  i n t e r n a t i o n a l  p r i c e s  and p r o d u c t i o n  c o s t s ,  t h i s  l e a d s  t o  a  
p r i ce  which fo rces  t h e  producers t o  absorb l o s s e s  even a s  they must continue 
t o  pay taxes.w38 A s  w e  have seen ,  t h i s  i s  p a r t i a l l y  t r u e  f o r  t h e  l e s s  
e f f i c i e n t ,  small- and medium-sized producers. The accumulated balances a r e  
t ang ib le  proof t h a t  t h e  producers cannot pay o r  r e s i s t  paying t h e  t a r i f f s .  
An acute  l e g a l  controversy has f u r t h e r  clouded t h e  issue.  39 
Evidently t h e  coffee  indust ry  has experienced important changes s ince  
n a t i o n a l i z a t i o n .  None, however, o f  t h e  o r i g i n a l  main o b j e c t i v e s  had been 
wholly accomplished f i v e  yea r s  later, which se r ious ly  h u r t  t h e  small- and 
medium-sized producers and r u r a l  workers. Capital  f l i g h t  through the  under- 
b i l l i n g  o f  c o f f e e  e x p o r t s  h a s  been n e a r l y  e l i m i n a t e d ,  b u t  t h e  p o l i c y  o f  
consignment p e r s i s t s  along w i t h  o t h e r  c h a n n e l s  f o r  c a p i t a l  f l i g h t  w i t h i n  
Sa lvadoran  f o r e i g n  t r a d e .  Moreover, ma jo r  amounts of  unpaid  t a x e s  have 
accumulated ,  r e f l e c t i n g  an  a c t i v e  o p p o s t i o n  on t h e  p a r t  o f  t h e  p r i v a t e  
s e c t o r  t o  t h i s  s t a t e  p o l i c y  under  t h e  p r e s e n t  c o n d i t i o n s  o f  a m a r k e t i n g  
monopoly. I n  summary, t h e  na t iona l i za t ion  of Salvadoran fore ign t r ade  as an 
o f f i c i a l  policy has suffered  a severe c r i s i s .  
PRINCIPAL CAUSES OF THE CRISIS 
Two fundamenta l  f e a t u r e s  o f  t h e  Sa lvadoran  c o f f e e  crisis may be p o i n t e d  
out ,  one a s e c t o r a l  crisis and t h e  o the r  a policy crisis, which a r e  c lose ly  
i n t e r r e l a t e d .  A t  t h e  same t i m e ,  many a t t e m p t s  t o  e x p l a i n  t h e  o r i g i n s  o f  
t h e  c r i s i s  have been offered from divergent  viewpoints,  without any indica-  
t i o n  of t h e i r  r e l a t i v e  weights. It is important t o  evaluate  t h e  importance 
of each fac tor .  
According t o  FUSADES, t h e  decl ine  i n  i n t e r n a t i o n a l  p r i c e s  has a f fec ted  
p r o f i t a b i l i t y  f o r  p roducers ,  t h u s  f u e l i n g  t h e  s e c t o r a l  c r i s i s .  A s  can  be  
s e e n  i n  Tab le  4, t h e  argument i s  o n l y  p a r t i a l l y  t r u e .  I n  a b s o l u t e  terms, 
d u r i n g  1980-1985, t h e  a v e r a g e  price dec reased  on ly  i n  1981 and 1983. I n  
bo th  y e a r s  t h e  d e c l i n e  was t h e  p r i n c i p a l ,  b u t  n o t  t h e  o n l y ,  c a u s e  o f  t h e  
decrease i n  export  income. 
In  1982, 1984 and 1985, however, p r i c e s  not  only rose but  a l s o  softened 
t h e  impac t  ( i n  1982 and 1985) o f  t h e  d e c r e a s e  i n  e x p o r t  volume, t h i s  be ing  
t h e  only cause of lower export  income i n  both years. Thus domestic f a c t o r s ,  
r a t h e r  than i n t e r n a t i o n a l  pr ices ,  were t h e  p r inc ipa l  cause of t h e  unfavor- 
ab le  coffee  s i tua t ion .  
me Abandonment pf CultivateQ&g& 
This is perhaps t h e  fundamental reason f o r  t h e  decrease i n  production. 
Abandonment may be defined both a s  "cases of t o t a l  physical  abandonment a s  
well as those  of f i n a n c i a l  abandonment i n  which t h e  owners make no invest-  
ments although, by s p e c i a l  arrangements with t h e  workers, t h e r e  a r e  p a r t i a l  
o r  t o t a l   harvest^.^ On t h i s  b a s i s  t h e  Ministry of Agriculture and Livestock 
(MAG) ca lcula ted  t h a t  of a t o t a l  of  294,500 manzanas cu l t iva ted  i n  1980, Itat 
t h e  end o f  t h e  first s e m e s t e r  o f  1984, 42.6 p e r c e n t  (125,600 had 
been abandoned by t h e  owners.n40 The same o f f i c e ,  a f t e r  a na t ion-wide  
i n v e s t i g a t i o n ,  l i s t e d  t h e  p r i n c i p a l  r e a s o n s  f o r  abandonment a s  d o m e s t i c  
pr ices ,  low p r o f i t  margins, insu f f i c i en t  c r e d i t ,  t h e  presence of Farabundo 
Marti National Libera t ion  Front (FMLN) g u e r r i l l a s ,  f i n a n c i a l  problems, and 
d e t e r i o r a t i o n  o f  a c c e s s  r o a d s  (see Table  5).  It a l s o  noted:  "It i s  impor- 
t a n t  t o  mention t h a t  98.5 percent of t h e  abandoned lands  are p r i v a t e  proper- 
t y  and 1.5 percent correspond t o  t h e  reformed sector.w41 
TABLE NO. 4. VALUE y VOLUME AND PRICE OF COFFEE EXPORTS I 981 -1 985 
Value 1131.5 1006.5 
(mi l l ions  of  colones) - 1 1  6 (-11 .I 1 
Volume 3601.6 3074.7 
(thousands of  (-2.5) (-14.7) 
P r i ces  125.7 130.9 
( c o l o n e S / ~ t a l e s )  (-10.3) (4.1 1 
* Preliminary f i g u r e s  
Note: The f i g u r e s  i n  parenthes is  represent  t h e  percentage change over  t h e  
previous year.  
SOURCE: O f f i c i a l  f i g u r e s  of t h e  Central  Reserve Bank. 
TABLE NO. 5. ABANDONMENT OF CULTIVATED AREAS OF COFFEE, 1984 
Cult ivated 
Area Abandoned Area 
Department (manzanas) (manzanas) ( % 1 Principal  Causes 
I n t e r n a l  p r i ces ;  low pro f i t -  
Santa Ana 53,357 25,428 47.6 a b i l i t y  because of cos t s ,  
minimum wages; l o s s e s  from 
Sonsonat e 33,705 10,725 31 .8 borers  and coffee  r u s t  ; in- 
s u f f i c i e n t  c r e d i t ;  presence 
AhuaohapQn 35,053 14,746 42.0 of FMLN, espec ia l ly  i n  t h e  
higher a l t i t u d e  cu l t iva ted  
zones 
- - -- - -- 
La Libertad 57,001 19,426 34.1 Financia l  problems 
San Salvador 13,223 5,094 38.5 Financia l  problems; presence 
of FMLN i n  lowlands 
CuscatlQn 2,053 1 , 843 89.7 
Chalatenango 64 - - Unable t o  be inves t iga ted  
San Vicente 2,644 1,827 69.1 Suspended c r e d i t s  by t h e  
banking system; presence of 
La Paz 1,099 893 81.2 FMLN and s t a t e  of violence 
Inoperat ive c r e d i t  programs; 
Cabafias 11,973 8,886 74.2 presence of FMLN and s t a t e  
of violence 
UsulutQn 31,905 17,273 54.1 Financialproblemsbecause 
of c r e d i t  and low purchase 
San Miguel 16,027 11,432 71.3 pr ices ;  general ized vio- 
lence;  de te r io ra ted  access 
Morazan 5,959 5 882 98.7 roads t o  farms 
SOURCE: Ministerio de Agricultura y Ganaderla, 1984. 
rnItLi3SLafProduotionCosts 
This is one of t h e  most d i f f i c u l t  ind ices  t o  evaluate,  keeping i n  mind 
t h e  l ack  of s p e c i f i c  s t u d i e s  on t h e  subjec t ,  t h e  g r e a t  d i f f e rences  i n  pro- 
duc t iv i ty  and y i e l d  among farms, and t h e  accelera ted  process of land aban- 
donment described above. 
Nevertheless, i t  can be deduced t h a t  t h e  cos t  of inputs--except wages, 
which were constant - -must  have i n c r e a s e d  c o n s i d e r a b l y  d u r i n g  t h e  p e r i o d  
because of imported i n f l a t i o n  fol lowing t h e  rise i n  o i l  prices.  Conserva- 
t i v e  MAG ca lcu la t ions  i n d i c a t e  t h a t  t h e  b a t t l e  agains t  the  r u s t  b l i g h t  alone 
caused a r i s e  of  more t h a n  20 p e r c e n t  i n  p r o d u c t i o n  costs .42 On t h e  o t h e r  
hand, because  o f  t h e  l a n d  abandonment, n o t  a l l  c o f f e e  g r o w e r s  i n v e s t e d  i n  
preventat ive measures. I n  1979 o f f i c i a l s  s t a t e d  t h a t  15 percent of t h e  land 
was a f fec ted  by the  disease,  but i n  1985 INCAFE admitted t h a t  "90 percent of 
\ 
t h e  c u l t i v a t e d  l a n d  i s  a f f e c t e d ;  t h i s  s i t u a t i o n  was n o t  f o r e s e e n  i n  t h e  
past.  n43 For A I D  t h e  explanation is perhaps t o o  simple: "[Ulnder t h e  pre- 
s e n t  l o s s  condi t ions  (low producer pr ices) ,  co f fee  p lan ta t ions  have ne i the r  
t h e  i n c e n t i v e  n o r  t h e  means t o  modernize. A s  a  r e s u l t ,  c o f f e e  r u s t  i s  
expanding rapidly,  becoming more and more d i f f i c u l t  and expensive t o  con- 
t r o l .  o44  
I n  t h e  l a s t  few years  INCAFE has apparently provided t h e  producers with 
a g r i c u l t u r a l  i n p u t s  a t  advantageous ( s u b s i d i z e d )  p r i c e s .  However, i t  h a s  
n o t  been d e t e r m i n e d  whe the r  t h i s  h a s  b e n e f i t e d  some o r  a l l  g r o w e r s ,  o r  
whether t h i s  has lowered the  o v e r a l l  high costs .  
This problem is one of t h e  p r inc ipa l  complaints of t h e  p r i v a t e  sector .  
The delays are espec ia l ly  important f o r  a g r i c u l t u r a l  supply c r e d i t ,  wwhich 
is o f t e n  p rov ided  w i t h  no r e g a r d  f o r  t h e  a g r i c u l t u r a l  c a l e n d a r ,  c a u s i n g  
delays i n  cu t t ing ,  f e r t i l i z i n g ,  spraying, etc .  "45 
The outstanding balances have gradually mounted t o  form another prob- 
lem, Based on d e t a i l e d  c a l c u l a t i o n s ,  FUSADES e s t i m a t e d  f o r  t h e  1980/81, 
1981/82 and 1982/83 harves ts  an average unpaid c a p i t a l  p e r  auintal of 61.52 
c o l o n e s ,  o f  which 53.17 r e p r e s e n t e d  p r i n c i p a l  and 8.34 t h e  i n t e r e s t .  4 6 
Naturally, f o r  t h e  l e s s  e f f i c i e n t  producers, t h i s  represents  a much heavier  
burden and a c o n t i n u a l  t h r e a t  of  bankruptcy.  For each u n i t  produced t h e y  
f i n d  themselves obl iga ted  t o  make payments which e l imina te  a l l  p o s s i b i l i t y  
of p ro f i t .  A s  a consequence, many c r e d i t  l i n e s  have been canceled. I n  t h i s  
case they a r e  not only i n s u f f i c i e n t  but a l s o  c u t  off.  
A noteworthy aspect  of delinquent loans  is t h a t ,  according t o  a study 
done by Checchi and Co., "there is no evidence t h a t  t h e  c o n f l i c t i v e  regions 
tend t o  have more d e f a u l t s  than the  peaceful regions.w47 This could indi-  
c a t e  t h a t  t h e  fundamental causes of  unpaid balances a r e  independent of t h e  
war and, t o  a g r e a t  extent ,  economic. 
With regard t o  t h e  suff ic iency o r  insuff ic iency of c r e d i t ,  conclusions 
depend on t h e  c r i t e r i a  used. It should be pointed out  t h a t  t h e  Agr icul tura l  
Development Bank a l loca ted  23.8 percent of its harvest  c r e d i t  f o r  t h e  co f fee  
g r o w e r s  i n  1980/81, w h i l e  by 1984 t h e  p e r c e n t a g e  had f a l l e n  t o  9.7 per-  
cent.48 T h i s  may r e f l e c t  a l o w e r  p r i o r i t y  f o r  c o f f e e  i n  t h e  f i n a n c i a l  
p o l i c i e s  of t h e  bank and probably, given the  importance of t h a t  i n s t i t u t i o n ,  
f o r  the  na t ional  banking system a s  a whole. 
C o n t r a d i c t o r ~  Government P o l i c i e s  
A s  described above, t h e  p r iva te  s e c t o r  has objected t o  t h e  t a x  burden 
t h a t ,  under current  production condit ions,  became an add i t iona l  production 
cos t  and source of revenue f o r  t h e  government. Before January, 1986, t h e r e  
were no adjustments of t a x  ra tes .  This policy c l e a r l y  contradicted t h a t  of 
s u p p o r t i n g  s m a l l  and medium producers ,  who have s u f f e r e d  n e t  l o s s e s .  49 
Nevertheless, with no j u s t i f i c a t i o n  save perhaps t h a t  of reaping windfa l l  
g a i n s ,  t h e  government p r o f i t e d  th rough  t h e  p a r a l l e l  exchange market  from 
d i f f e r e n t i a l  fo re ign  and domestic p r i ces  between 1982 and 1985. 
While t h e  p r i c e  of coffee  on t h e  i n t e r n a t i o n a l  market is US$141, 
equivalent  t o  352.5 colones at  t h e  o f f i c i a l  exchange r a t e  and 564 
colones a t  t h e  p a r a l l e l  r a t e ,  t h e  l o c a l  producers rece ive  only 180 
colones f o r  t h e  same quant i ty  of coffee. (50) 
Universally c r i t i c i z e d ,  t h i s  p rac t i ce  c l e a r l y  cons t i tu ted  an a f f r o n t  t o  t h e  
p r iva te  coffee i n t e r e s t s  during t h e  years  c i t e d  above.51 Large, medium and 
smal l  producers, including t h e  reformed s e c t o r  cooperatives, opposed t h i s  
add i t iona l  t a x  i n  d a i l y  press  sa lvos  which reached t h e  c r i s i s  point  i n  1985, 
proving t h a t  t h e r e  is nothing worse than a government policy incons i s t en t  
w i t h  i t s  own o b j e c t i v e s .  I n  January ,  1986, f o l l o w i n g  u n i f i c a t i o n  o f  t h e  
o f f i c i a l  exchange rate, t h e r e  was some hope f o r  t h e  e l imina t ion  of exchange 
d i f f e r e n t i a l s .  
Active q p p o s i t i o r ~  fr o a  f;hf: P r i v a t e  Sector  
A s  was noted above with respect  t o  unpaid taxes,  t h e  p r i v a t e  s e c t o r  has 
opposed s t a t e  policy. Its importance i n  t h e  t o t a l  a r e a  of abandoned coffee  
l a n d  a l s o  shows t h a t  t h e  r e s p o n s i b i l i t y  f o r  t h e  c r i s i s  i n  t h e  Sa lvadoran  
coffee  economy cannot be exclusively a t t r i b u t e d  t o  the  governmentts policy 
o r  t o  i t s  e r r o r s .  
It i s  beyond t h i s  prel iminary study t o  delve i n t o  t h e  numerous obsta- 
c l e s  which t h e  p r iva te  sec to r  has posed agains t  na t iona l i za t ion  during the  
f i v e  years  it  has been i n  ef fec t .  Two bas ic  a t t i t u d e s  can be dist inguished.  
One seeks t o  s u b s t a n t i a l l y  modify t h e  reform without opposing it a s  a global  
policy,  thus  a t tempt ing t o  generate a harmonious col labora t ion  between t h e  
p r iva te  and public  sectors .  The o the r  would e l imina te  t h e  na t iona l i za t ion  
o f  f o r e i g n  t r a d e  a s  a p o l i c y r  based on a b l i n d  h a t r e d  o f  any governmenta l  
in te r fe rence  i n  the  coffee  industry. 
Perhaps t h e  bes t  example of t h e  p r i v a t e  sec tor ' s  a c t i v e  opposi t ion t o  
t h e  r e fo rm may be  found i n  c o f f e e  p rocess ing .  A s  was mentioned above, i n  
1980 seventeen beneficios loca ted  wi th in  t h e  reformed sec to r ,  passed i n t o  
t h e  hands of INCAFE o r  of processing cooperatives. O f  t h a t  year's harvest  
INCAFE processed 4.25 mi l l ion  a u i n t a l e g  of co f fee  f r u i t ,  o r  27.9 percent of 
t h e  t o t a l  amount processed i n  t h e  country (see  Table 6). A s  INCAFE1s bene- 
ficios were  t u r n e d  o v e r  t o  c o o p e r a t i v e s *  t h e s e  i n  t u r n  were  f a v o r e d  by 
p r iva te  benef i c i o g  
w i t h  a 3.5 t o  4 c o l 6 n  d i s c o u n t  ( i n  many c a s e s  t h i s  d i s c o u n t  does  
n o t  r e a c h  t h e  c o o p e r a t i v e  t r e a s u r y ,  b u t  p a s s e s  d i r e c t l y  t o  t h e  
manager and/or d i r e c t o r  of t h e  cooperative) ..., 2 colones f o r  bags 
and 1.5 f o r  t r a n s p o r t .  ... [ A l l l  of  t h i s  p r o v i d e s  a margin  o f  7-7.5 
colones per W n t a L  of beans. (52) 
Thus p r iva te  processors gradually began t o  monopolize t h i s  ac t iv i ty .  From 
t h e  1983/84 harvest  INCAFE processed only 558.5 thousand -tales of coffee  
f r u i t ,  o r  an i n s i g n i f i c a n t  3.8 percent of a l l  coffee  processed i n  t h e  coun- 
t r y .  L o g i c a l l y ,  t h e  b a r g a i n i n g  power o f  t h e  p r o c e s s o r s  f o r  s e t t i n g  t h e  
t r a n s f o r m a t i o n  r a t e  ( t h e  p r i c e  charged t o  t h e  p r o d u c e r s  f o r  p r o c e s s i n g  
services)  a l s o  increased i n  t h i s  period; t h e  r a t e  increased from 50 colones 
Where i n  1980/81 INCAFE1s p l a n t s  were i d l e  16.5 percent of t h e  t ime,  by 
1983/84 t h i s  had increased t o  83.4 percent,  threa tening a shutdown of t h e i r  
operat ions and consequent unemployment.53 I n  1985 INCAFEts Santa Ana pro- 
c e s s i n g  p l a n t  c l o s e d  due t o  t h e  l a c k  o f  raw m a t e r i a l s  n e c e s s a r y  f o r  i t s  
TABLE NO. 6. PARTICIPATION OF THE INCAFE BENEFICIOS I N  COFFEE PROCESSING, 
1980/81-1983/84 
Benef i c i o g  
1980/81 1983/84 
Quantity* Percentage Quanti ty+ Percentage 
INCAFE 
Santa Ana 
Nahuizalco 
Santiago de Maria 245.7 1.6 102.7 0.7 
Chalchuapa 130.0 0.9 0 .O 0 .O 
Total  INCAFE 2842.7 18.6 558.5 3.8 
Reform sec to r  1410.0 9.2 n.a. n.a. 
P r iva te  s e c t o r  11011.8 72.1 13999.5** 96.2 
Total  
* Thousands of  -tales of f r u i t  
** Includes t h e  processing done by t h e  benef i c log  . . of t h e  reform s e c t o r  
SOURCE: I n s t i t u t o  de Invest igaciones Econ6micas, f1Evaluaci6n econ6mica de 
las  reformas, 1979-1982,n Estudios Centroamericanos, 403/404 
(1 9821, p. 538; and INCAFE, "Informe de labores  1983-1 984," San 
Salvador, 1984. 
operation.54 I n  summary, t h e  s t a t u s  of INCAFEls b e n e f u  is c r i t i c a l  and 
they may well disappear. 
Among o the r  f a c t o r s  inf luencing t h e  co f fee  c r i s i s  are:  
( 1 )  t h e  p resence  of  FMLN r e b e l s  i n  c e r t a i n  c o f f e e  zones  which a r e  now 
abandoned. According t o  Table 5, t h e  abandonment of co f fee  farms i n  
11 of t h e  14 provinces was due, among o the r  things,  t o  t h i s  s i tua t ion .  
(2) h i g h  i n t e r e s t  r a t e s  on l o a n s  which i n c r e a s e  a s  production increases ,  
r e s u l t i n g  i n  a  new form of f i n a n c i a l  t a x  which punishes eff iciency.  
( 3 )  corruption. An example was US$7 m i l l i o n  d o l l a r s  i n  contraband ooffee 
confiscated by U.S. Customs i n  Puerto Rico i n  August, 1984. 
The bags were marked with Hait ian stamps n i n  an apparent e f f o r t  t o  
evade export taxesn and were sen t  by way of Guatemala, Jamaica and 
Aruba " i n  an  a t t e m p t  t o  d i s g u i s e  t h e i r  d e s t i n a t i o n . "  Both t h e  
Salvadoran Coffee Growers Associat ion (ASCAFE) and INCAFE d e n i e d  
any respons ib i l i ty  i n  t h e  shipment.... (55) 
I n  summary, d o m e s t i c  f a c t o r s  have p layed t h e  g r e a t e s t  r o l e  i n  t h e  
c o f f e e  crisis. The d e c l i n e  i n  i n t e r n a t i o n a l  p r i c e s  had a  n e g a t i v e  e f f e c t  
on ly  i n  1981 and 1983, w h i l e  f o r  t h e  rest of  t h e  p e r i o d  p r o d u c t i o n  volume 
i n d i c a t o r s  h e l p  t o  e x p l a i n  t h e  d e c r e a s e  i n  e x p o r t  income. On t h e  o t h e r  
hand, both t h e  p r iva te  and public  s e c t o r s  must assume p a r t  of t h e  responsi- 
b i l i t y .  P u b l i c  s e c t o r  p o l i c i e s  have  d i v e r g e d  from t h e i r  own o b j e c t i v e s ,  
while t h e  p r iva te  s e c t o r  has f requent ly  blocked reform mechanisms by looking 
f o r  l a r g e r  p r o f i t s ,  e spec ia l ly  i n  t h e  coffee  processing sector .  Land aban- 
donment i s  by f a r  t h e  w o r s t  problem and r e f l e c t s  i n  t u r n  more s e r i o u s  
i ssues ,  F inal ly ,  t h e  armed c o n f l i c t  cannot f u l l y  explain t h e  ooffee growing 
c r i s i s ,  nor even t h e  d e f a u l t s  on loans. This po in t s  out  t h e  importance of 
analyzing economic va r i ab les  which a r e  s p e c i f i c  t o  production. 
RECENT DEVELOPMENT AND PERSPECTIVES 
The sudden r i s e  i n  i n t e r n a t i o n a l  coffee  p r i ces  near t h e  end of 1985 awakened 
hopes of  an improvement i n  t h e  Salvadoran coffee  grower's s i tua t ion .  This 
optimism did  not l a s t  long. The neconomic package," decreed by the  govern- 
ment i n  January ,  1986, c o n t a i n e d  measures  which d i r e c t l y  o r  i n d i r e c t l y  
aggravated t h e  coffee  crisis.56 Among t h e s e  measures  t h e  f o l l o w i n g  s t a n d  
out: 
(1 )  The minimum wage f o r  f i e l d  workers  was i n c r e a s e d  from 5.20 t o  8.00 
colones. 
(2) The exchange rates were uni f ied  ( a  devaluation) a t  5 colones per  dol- 
l a r ,  t h e o r e t i c a l l y  e l iminat ing  the  exchange v a r i a t i o n  between fore ign 
and domestic prices. 
(3) Producer p r i c e s  rose  from 220 t o  400 colones per  500 pounds of coffee  
f r u i t  based on a p r i c e  o f  US$200 FOB. If t h e  i n t e r n a t i o n a l  p r i c e  
exceeded US$200, t h e  coffee  growers would be paid t h e  amount beyond 400 
c o l o n e s  i n  two-year bonds from t h e  C e n t r a l  Reserve Bank b e a r i n g  5.5 
p e r c e n t  i n t e r e s t .  If t h e  p r i c e  FOB f e l l  below US$200, t h e  400 ~ 0 1 6 1 1  
producer p r i c e  would be reduced. I n  addi t ion ,  t h e  bonds could be used 
t o  s e t t l e  outstanding loans. 
4 A Provisional  Tax on Windfall P r o f i t s  was l ev ied  on cof fee  exports ,  a s  
t h e  prevai l ing  high p r i ces  and the  exchange r a t e  adjustment permit ted 
p a r t  of t h e  e x t r a  revenues obtained t o  be used f o r  e s s e n t i a l  necessi- 
ties. This would apply when t h e  i n t e r n a t i o n a l  p r i ce  exceeded US$135 
FOB. 
These measures were preceded by a so-called Economic Development Plan 
f o r  t h e  Salvadoran coffee  economy, announced on May 14, 1985. This provided 
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f o r  new l i n e s  of f inancing f o r  outstanding loans,  reseeding and equipment, 
and f o r  t h e  p r e v e n t i o n  o f  c o f f e e  r u s t  and b o r e r s ;  t h e  i n c r e a s e  i n  t h e  
p roducer  p r i c e  f rom 180 t o  220 c o l o n e s  p e r  g y i n t a l  o f  c o f f e e  f r u i t  a t  t h e  
end of the  1984/85 harvest ;  and t h e  author iza t ion  f o r  INCAFE t o  s e l l  on the  
p a r a l l e l  market  up t o  US$90 m i l l i o n  o f  c o f f e e  e x p o r t  r evenues ,  bo th  from 
t r a d i t i o n a l  and nontradi t ional  markets.57 Thus it  represented an e f f o r t  t o  
channel the  windfa l l  from coffee  expor ts  t o  t h e  government, r a t h e r  than t o  
producers and processors. 
From t h e  o u t s e t  t h e  new l i n e s  of f inancing were c r i t i c i z e d  a s  I1pallia- 
t i v e  measures  t h a t  do n o t  s o l v e  t h e  problem of  p r o f i t a b i l i t y . t 1 5 8  S i n c e  
they were not  accompanied by o the r  measures, t h e  problem was not  whether o r  
not they were s u f f i c i e n t ,  but r a t h e r  t h a t  they did not reach the  root  of t h e  
matter: t h e  low guaranteed price. Although t h e  400 c o l b  f i g u r e  approved 
i n  t h e  package represented a nominal increase  i n  the  producer pr ice ,  i t  did 
n o t  co r respond  t o  t h e  e v o l v i n g  i n t e r n a t i o n a l  p r i c e  a t  a  t i m e  when t h e  
l a t t e r  was e x t r a o r d i n a r i l y  high. The p roducer  p r i c e  r o s e  abou t  180 oo- 
Jones, but wi th  devaluat ion and t h e  increase  i n  i n t e r n a t i o n a l  p r i c e s  from 
US$14O t o  US$200, t h e  FOB p r i c e  climbed from an average of 350 colones per  
U t a 1  i n  1985 t o  1000 coloneg i n  e a r l y  1986. These i n c r e a s e s ,  assuming 
constant  processing and se rv ice  cos ts ,  were c l e a r l y  d ispropor t ionate  t o  the  
d e t r i m e n t  o f  t h e  p r i v a t e  p r o d u c t i o n  s e c t o r ,  59 and i n c r e a s i n g l y  s o  as t h e  
i n t e r n a t i o n a l  p r i c e  exceeded ~ ~ $ 2 0 0 . ~ ~  The compensat ion  i n  bonds f o r  a n  
i n t e r n a t i o n a l  p r i c e  above US$200, meanwhile,  was y e t  a n o t h e r  s o u r c e  o f  
government revenue, inso fa r  as t h e  i n f l a t i o n  r a t e  f o r  1986 (very high after 
t h e  devaluation) exceeded t h e  5.5 percent y ie ld  on t h e  coffee  bonds. 
Beyond these  benef i t s ,  t h e  government expected f u r t h e r  ga ins  from t h e  
p r o v i s i o n a l  t a x  on p r o f i t s .  Under c e r t a i n  hypo theses  which do n o t  seem 
u n r e a l i s t i c s 6 '  i n  1986 t h e  government would e x p e r i e n c e  a r i s e  i n  f i s c a l  
revenue of 420 m i l l i o n  colones--almost twice  as much a s  t h e  f i s c a l  d e f i c i t  
of 213 mi l l ion  o r i g i n a l l y  an t i c ipa ted  f o r  t h e  1986 budget. 
Far from soothing t h e  already angry p r iva te  coffee  sec to r ,  these  mea- 
su res  have worsened t h e  s i tua t ion .  Without adequately evaluat ing t h e  indus- 
t ry ' s  s i t u a t i o n ,  t h e  r eac t iva t ion  p o l i c i e s  g ive  the  impression of governmen- 
t a l  clumsiness, ignorance and d isdain  i n  t h e i r  negot ia t ions  wi th  t h a t  sec- 
to r .  If indeed p r iva te  benef i t s  were excessive f o r  many years,  t h e  present  
crisis o f  p r o f i t a b i l i t y  p ro found ly  t h r e a t e n s  t h e  f u t u r e  o f  t h e  n a t i o n a l  
c o f f e e  economy. Very l i k e l y  t h e  government wanted t h e  c o f f e e  s e c t o r  t o  
share  t h e  c o s t s  of  t h e  war, but  i n  doing so  by ex t rac t ing  exorbi tant  g a i n s  
from t h e  product, i t  has not only hur t  t h e  small ,  medium and l a r g e  produc- 
ers, b u t  a l s o  t h e  f i e l d  workers.  The l a t t e r ,  a l t h o u g h  accorded  a  nominal  
wage increase  (which barely compensates f o r  t h e  l o s s  of buying power over 
t h e  l a s t  f i v e  years) ,  could expect a general ized increase  of p r i c e s  i n  1986 
which would wipe out  t h e  supposed increments i n  t h e i r  r e a l  wages. A s t a t e  
in te rven t ion  t h a t  does not generate an income r e d i s t r i b u t i o n  toward those 
who suppor ted  i t  i n  hopes  of  r e a l i z i n g  t h a t  b e n e f i t ,  r i s k s  becoming a bu- 
reaucracy which simply s u b s t i t u t e s  public  f o r  p r i v a t e  appropriat ion,  with 
l i t t l e  o r  no b e n e f i t s  f o r  t h e  people i n  general.  
O f  grave s ign i f i cance  is t h a t ,  fol lowing these  governmental measures, 
i n t r a n s i g e n t  demands f o r  INCAFEls immedia te  a b o l i t i o n  i n c r e a s i n g l y  have 
prevailed over t h e  wi l l ingness  t o  cooperate with t h i s  i n s t i t u t i o n .  The two 
main p r iva te  coffee  associations--ASCAFE and ABECAFE--have c a l l e d  f o r  t h e  
immedia te  d i s s o l u t i o n  o f  INCAFE on t h e  grounds  o f  u n c o n s t i t u t i o n a l i t y ,  
g iv ing r i s e  t o  a  complicated l e g a l  debate on Decree 75. I n  late February, 
1986, President  Duarte himself publicly acknowledged t h e  imminence of a  coup 
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d'etat principally l ed  by the big coffee-growers. If these trends were t o  
continue, the recent reinforcement of s t a t e  intervention i n  foreign trade 
would paradoxically face constant threats t o  its survival,  ruining a poten- 
t i a l l y  transcendental change f o r  the country's principal crop. 
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